The role of local economic development strategies for the informal sector in Buffalo City by Nomoyi, Lungiswa Patricia
THE ROLE OF LOCAL ECONOMIC DEVELOPMENT STRATEGIES FOR THE 
INFORMAL SECTOR IN BUFFALO CITY
by 
LUNGISWA PATRICIA NOMOYI 
Treatise presented in partial fulfilment of the requirements for the degree of Masters in 
Development Studies at Nelson Metropolitan University. 
SUPERVISOR: Ms S.E SAUNDERS 
2016 
i 
DECLARATION 
I, Lungiswa P. Nomoyi & Student Number 20235232, hereby declare that the treatise/ 
dissertation/ thesis for Students qualification to be awarded is my own work and that it has 
not previously been submitted for assessment or completion of any postgraduate qualification 
to another University or for another qualification.  
L Nomoy
March 2016
ii 
ABSTRACT 
 The informal economic sector is a very important part of the economy for any developing 
country; it is a growing employment sector for the less skilled people living in both rural and 
urban areas. Organizing the informal sector and reorganizing its role as a profitable activity 
may contribute to local economic development. This can also build the capacity of the informal 
workers to meet their basic needs by increasing their incomes and 
strengthening their legal status. Municipal support for the informal business sector may play 
an important role in achieving these objectives. The problem statement of this research report 
highlights the problems of poverty and unemployment in the Buffalo City Metropolitan 
Municipality in the Eastern Cape Province of South Africa, which has resulted in the growth 
of informal business sector.  
In order to improve economic development, local authorities are expected to give support to 
any sector that provides employment and incomes for the poor, including the informal sector. 
The overall aim and objectives of the research were to investigate the role of Local Economic 
Development strategies in the informal sector in Buffalo City Metropolitan Municipality. To 
discover whether there is any support programme employed by Buffalo City Metropolitan 
Municipality Local Economic Development Unit to boost the informal sector economy. To, 
assess the impact of the informal sector, in generating income for the unemployed. To identify 
Local Economic strategies employed in the area to develop the local economy. An overview 
of the literature on the informal sector provided a basis for the research into the problems 
facing street traders in Mdantsane, a large township adjacent to East London in the Buffalo 
City Metropolitan Municipality.  
Both qualitative and quantitative research methods have been used in the study. The use of 
data collection tools such as interviews, questionnaires and observation helped to solicit the 
required information. An analysis of the findings confirmed that the informal sector plays an 
important role in in generating an income for the unemployed particularly for unemployed 
women. It appears that the informal traders have some basic requirements that would make 
a difference to their survival and working conditions, but that minimal support is received from 
the municipality. These findings recommend that in the absence of formal job opportunities in 
Buffalo City, the  
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Municipality should develop strategies to support the informal sector participants to survive 
and thrive in difficult economic times. 
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CHAPTER 1 
CONTEXTUAL FRAMEWORK 
1.1  INTRODUCTION 
The South African economy is emerging from a period of restructuring that is characterised 
by a measure of economic growth, which has some major shifts in line with globalization and 
the entrenchment of national policy goals. The new policy objectives of democratic South 
Africa, on both national and local levels of government, including promotion of job 
opportunities, poverty alleviation and local economic development, with specific focus on 
provision of official support to the development of the SMME 
economy, are herein prioritised (Rogerson,2000:1). 
This means that local municipalities have a responsibility of creating economic 
development for their communities. Local government in particular has a constitutional 
mandate to promote social and economic development. Unemployment is often described as 
one of the major socio-economic problems in South Africa. This results in a high percentage 
of the population unable to find meaningful jobs. In South Africa, as in most developing 
countries an informal sector has developed as a means of survival, since so many people are 
unable to find formal employment (Roux, 2011: 25). 
During the 1990s and early 2000s the informal sector started to grow in the developed 
societies, thereby creating an increase in scientific studies that focused on how formal and 
informal sectors of national economies are related. The informal economy is not merely a set 
of survival niches consisting of destitute people on the margins of society, even if certain 
activities undoubtedly do derive from the desperation to secure much-needed-income (Horn, 
2011:1).On the contrary, many studies have disclosed, the economic dynamism of 
unregulated income generated activities that provide a range of low-cost, labour- intensive, 
competitive goods and services. 
The following discussion will focus on the role that local municipalities are playing in promoting 
the growth of informal economic sector in their Integrated Development Planning 
Programmes. What are the strategies outlined in local economic development plans to 
enhance economic growth and poverty alleviation? How is the informal sector supported to 
create economic viability in every household?  
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1.2  RATIONALE/BACKGROUND OF THE STUDY 
The Eastern Cape Province in South Africa has a total population of 6 million people. This 
constitutes a third of the country’s population, according to Statistics South Africa (Census 
2011) which is 14% of South Africa. Buffalo City is a metropolitan municipality that is situated 
on east coast of Eastern Cape of South Africa. It includes the towns of East London, Bisho 
and King William’s Town as well as the larger townships of Mdantsane and Zwelitsha. 
Mdantsane is a low-income residential township located in the Buffalo City Metropolitan 
Municipality. It is located on the R102 and N2 between East London about 25km from the city 
centre and 30km from Bisho/King William’s Town. Mdantsane remains dependent on East 
London which is the largest economic centre of the Eastern Cape for employment as well as 
social services and amenities.  
The removal of subsidised industrial zones (IDZs), that is textile factories has resulted in high 
unemployment rates in the area. The Census 2011 conducted by Statistics South Africa, 
estimates the total population of Buffalo City to be 755 200 a marked growth from the 2001 
Census which was 704 855. The Buffalo City’s population consist of 86% predominantly Black 
Africans, while White and the so-called Coloured Groups stand at 7% and 6% respectively 
and the Indian or Asian group represents 1% of the population. 
Table 1: BCMM Population 1996-2011(Census) 
Area 1996 2001 2011 
KWT& surrounds 183 934 184 246 106257 
East London Area 187 120 204 862 294 653 
Mdantsane Area 176 483 168 284 164681 
Rural South 62530 63 967 66422 
Rural North 76881 80 536 123 164 
Total 685 727 704 855 755 200 
Source: Statistics South Africa, 2012. Population Census, 2011 
The Buffalo City population grew by 0.6% per year in the period from 1996-2001, while from 
2001 to 2011, the growth rate was 0, 7%. Even though the growth rate shows consistency, it 
is still below the provincial average of 1, 5% and 1, 4% respectively in the 2001 and 2011 
period (IDP Review Document, 2014-2015:35). 
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Poverty alleviation is a major issue in the BCMM and this is addressed via the available 
resources and through various IDP programmes and projects. Examples include BCM’s LED 
programme, the provision of free basic services to qualifying households and the Mdantsane 
Urban Renewal Programme (IDP Review Document 2014/2015). The Mdantsane Urban 
Renewal Programme started in 2005, and it received its funding from the European 
Commission. The programme did achieve results in its Strategic Plan. Table 2: below shows 
that the poverty- relief programmes implemented have made a difference to the Mdantsane 
citizens. The MURP has introduced job opportunities to the residents of the area. 
Table 2: Results of the Strategic Plan 
Focus Result Areas 
Local Economic Development (LED) Mdantsane supports its residents through 
providing jobs and economic 
opportunities 
Municipalities services, environment and 
housing 
Mdantsane is a habitable living 
environment where people live, work and 
play.  
Social cluster Improved social development that is, 
residents have access to social services, 
opportunities and social security. 
All sectors Improved Public Participation 
Residents increasingly participate in 
decision-making and project  
implementation 
Source: IDP Review Document, 2014/15 
1.3  THE RESEARCH PROBLEM 
BCMM faces a challenge of unemployment and poverty. The metro area lost 5 400 jobs as a 
result of the 2008/2009 recession and the number of unemployed potential workers rose to 
82 000. At that time, it was estimated that one in four potential workers (24 percent) were 
unemployed (Buffalo City Metro IDP 2011-2016). 
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In the face of high unemployment levels, many people join the informal business sector to 
make a living. It was estimated that in the absence of formal sector job opportunities, by 2008 
there were as many as 80 000 to 100 000 people in Buffalo City that participated on a full-
time or part-time basis in the informal sector, such as street trading (Mbeba, 2014:350). In 
2011, 45,8 percent of households in Buffalo City were headed by females. Black women in 
particular are more likely to be unemployed than men (StatsSa, 2013) and it is likely that a 
considerable proportion of informal sector workers may be poor female heads of households. 
In order to address poverty and unemployment, the challenge facing local 
authorities is to focus on the implementation of strategies that impact directly on local 
economic development and job creation. Furthermore, as many poor and unemployed have 
resorted to the informal sector to make a living, it is necessary for municipalities to 
implement policies and support strategies that create an enabling environment for the 
growth of registered small enterprises as well as informal sector participants. 
It appears that, in common with the majority of the majority of South African municipalities, 
Buffalo City’s LED strategy has not had a discernible impact on unemployment and poverty. 
Although unemployment estimates vary widely, according to the latest Census, the municipal 
unemployment rate had increased to 35,1percent by 2011 (Stat’s SA, 2012). Municipal 
support for the participants in the informal sector could help grow the local economy, provide 
job opportunities and improve the living conditions of the people. 
1.4  THE RESEARCH QUESTIONS 
The study was based on the following questions: 
 How does BCM deal with challenge of unemployment and job creation? 
 What is the programme of action employed by BCM in its IDP? 
 Are there any monitoring and evaluation mechanisms in place to assess the 
performance of LED strategies? 
 Is there any support programme employed by the LED unit to boost the informal sector 
economy.  
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1.5  RESEARCH AIMS AND OBJECTIVES 
The study is aimed at investigating the role of Local Economic Development strategies in the 
informal sector in the Buffalo City Metropole. The main focus will be on the informal business 
sector in the Mdantsane Township, and the role that BCMM provides to ensure that economic 
growth is attained. According to Schirre (1991:481), as the job creation dilemma becomes 
more apparent and all parties start realising that there are no simple ways to overcome 
unemployment and revitalize the economy, the focus increasingly falls upon the informal 
sector as one of the critical elements in the process of development stimulation and income 
distribution. 
The aims and objectives of the study are to: 
- identify the informal economic activities practised in Mdantsane 
- identify LED strategies employed in the area to develop the local economy 
- assess the role of the informal sector in creating employment  
- assess the impact of the informal sector economy in generating income for the          
unemployed.                                                                       
- suggest and recommend various ways whereby the informal sector can be supported 
to make a meaningful contribution to the local economy of BCMM 
1.6  SCOPE AND SCALE OF THE RESEARCH 
The study was undertaken in parts of BCM where LED strategies are already in place to 
create jobs for the unemployed population for example Mdantsane. The research process 
took place over six months whereby interviews with various stakeholders were conducted and 
questionnaires were distributed among informal sector participants and lastly, a literature 
review on informal sector activities. 
1.6.1  Possible Ethical Issues 
In any research project, the ethical issues should be taken into consideration. Photographs 
of the participants were not taken without their permission. However, their identities were not 
compromised. The respondents were treated with dignity. The names of the respondents and 
interviewees were not disclosed. Questions on their physical addresses were not asked.  
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1.6.2  Research Methodologies and Design 
The study assessed the impact of Local Economic Development Strategies in Buffalo City 
Metropole: on the development of the informal economic sector and creation of employment 
particularly in Mdantsane. The focus of the study was on the impact of LED strategies in 
creating employment through the support of the informal sector economy. 
An explorative and descriptive research approach was adopted in order to analyse 
interdisciplinary literature with respect to government publications and policy documents 
regarding the informal economy. The Provincial or Municipal Performance Annual Report 
(2008-2013) was used to determine the extent of the work done on service delivery and job 
creation. The Buffalo City Metro Integrated Development Plan (2011-2016) was used to 
assess the LED strategies employed to address the problem of unemployment as well as the 
programme of action to support these initiatives including the informal sector. Questionnaires 
were used in order to ensure that interviews were structured and time saving. Interviews with 
various stakeholders who play a major role in LED, Local Government issues and Buffalo City 
Metro officials were conducted. All respondents were selected 
randomly.                                       
1.7  KEY ANALYTICAL CONCEPTS 
For the purpose of this study, the following interpretations are associated with the concepts 
in the title and in the problem statement. 
1.7.1  Local Economic Development (LED) 
Local Economic Development is an approach by which local people continuously work 
together and with other stakeholders, in order to achieve sustainable local economic growth 
and development that brings improved quality of life to all. LED is a process in which local 
governments and community based groups manage their existing resources and enter into 
partnership arrangements with the private sector or with each other to in order to create new 
jobs and stimulate locality based economic development (Nel, 2001:1). 
1.7.2  Economic Growth 
Economic growth can be defined as the increase in national or per capita income and product. 
The increase in the production of goods and services can be referred to as positive economic 
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growth. According to Roux (2011:29), a negative economic growth in any particular year 
means that the production of goods and services is less than the previous year. This implies 
that if growth is positive, there are better living conditions for the population, and if it is 
negative there are problems of unemployment and poverty. A growing economy is also a 
changing economy, which leads to rapid urbanisation and improved living conditions. 
1.7.3  Economic Development 
The fundamental changes in the structure of the economy accompanied by improvement in 
the living conditions of the citizens are known as economic development. People become 
major participants in the process of economic development that brought about these changes 
in the economic structure. Economic development should therefore bring about poverty 
reduction to the majority of the population (Gillis et al. 1996: 8). According to Pearce et al, 
(1990:24), economic development does not just include increases in real per capita income 
but also other elements in social welfare of the people.  
1.7.4  Informal Sector 
Informal sector is one of many terms used to define the diverse economic activities that are 
omitted from, or only partially accounted for, in macro-economic analyses. Other terms used 
include; the informal sector,  the secondary sector,  the alternative economy, the black market 
economy, the domestic economy and the cash economy (McLain et al, 2008:3). 
The informal sector refers to the numerous and variegated activities engaged by people which 
fall outside the official categories of what is counted as employment (Boas and McNeill, 
(2004:41). The informal sector plays an important role in its ability to generate employment 
and income for the urban labour force, therefore the local government and municipalities 
should ensure that it is supported and promoted.  
1.7.5  Poverty Alleviation 
Poverty can be defined as the deprivation or the lack of access to food, shelter and clean 
drinking water. The alleviation and eradication of poverty require strategies which give people 
living in poverty, the opportunity to break the negative cycle and attain sustainable livelihoods. 
LED can be viewed as an ideal measure to tackle poverty therefore; it needs to link with 
poverty alleviation strategies and including disadvantaged and other excluded groups. 
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1.7.6  Integrated Development Plan (IDP) 
The White Paper on Local Government (RSA 1998), describe an IDP as one of the three tools 
for developmental local government, the others being performance, management with 
citizens. According to Harrison (2001:185), IDP is defined as a participatory approach to 
integrate economic, sectoral, spatial, social, institutional, environmental and fiscal strategies 
in order to support the optimal allocation of scarce resources between the various sectors 
and the geographical areas and also across the population in a manner that provides 
sustainable growth, equity and the empowerment of the poor and marginalised. 
1.7.7  City Development Strategy (CDS) 
City Development Strategy is defined as an action plan for equitable growth, developed and 
sustained through participation, in improving the quality of life of all citizens; (Buffalo City IDP 
Review Document, 2014/2015). The aim of the CDS process is to build a broad alliance 
between the key development actors on what can be done and how to ensure the effective 
implementation of development projects. 
1.7.8  Expanded Public Works Programme (EPWP) 
The Expanded Public Works Programme (EPWP) is one of South African Government’s 
short- to -medium term programmes aimed at the provision of additional work opportunities 
coupled with training. It is a national programme covering all spheres of government 
strategies aimed at addressing unemployment in South Africa. 
1.7.9  Social Capital 
Social capital refers to the different ways whereby the local community would be able to 
stimulate the necessary conditions for economic development, and the optimal use of human 
resources. Social capital presents a potential development resource for local government. 
The major challenge in local municipalities is recognising the value of community networks, 
which can help in generating social capital. This would require a shift from officials to also 
recognize that, in order for them to succeed in creating a source of social capital, they need 
to tap into the Indigenous Knowledge Systems (IKS) in communities as suggest by Theron 
(2005:132). 
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1.8  THE STRUCTURE OF THE STUDY 
The following is a framework of the chapters of the research project: 
Chapter 1: This chapter focuses on the purpose for the study; and it does so by looking at 
the motivation of the research, defining the problem statement by looking at the situational 
analysis of the study area, identifying the objectives of the research and defining the key 
analytical concepts employed in the study. 
Chapter 2: This chapter reviews literature on the context of South African Local Economic 
Development and the growth of the informal sector to solve the problem of unemployment 
and poverty. Lastly, how the BCM supports the informal sector and promote economic growth 
in the area. 
Chapter 3: The Research Methodology and Findings 
The third chapter focuses on the research methodologies employed in the study 
Chapter 4: Data Analysis and Research Findings 
The fourth chapter analysis data and interprets the research findings 
Chapter 5: Conclusion and Recommendations 
Chapter five provides a conclusion of the study and recommendations as well as the summary 
of the research findings. 
1.9  CONCLUSION 
The government of South Africa is clearly trying to come to terms with the very serious 
development challenges, which it currently faces. Ensuring macro-economic stability and 
achieving significant results in terms of meeting the infrastructural needs can be seen as the 
key achievements. The recent focus on Local Economic Development, particularly in terms 
of the potential role of local government in addressing the dual needs of poverty alleviation 
and growth, is equally important (Binns & Nel, 2002:8). 
The role of government in South Africa is of critical importance in shaping the present and the 
future of the informal economy. A considerable change has taken place since 1994 in the 
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national policy environment surrounding small enterprises in South Africa, including those in 
the informal economy. Post-apartheid South Africa has seen the emergence of a changed 
institutional and policy context, which governs the operations of informal entrepreneurs in 
what is recognised as the SMME economy. 
All across the political as well as the business spectrum, in technologically advanced and less 
technologically advanced countries, there is an acceptance that job creation can be achieved 
through the improvement in the small business development (Schirre, 1992:481).Therefore it 
is important to note that small business enterprises, can increase economic opportunities and 
unlock the potential for creating more and better jobs in the informal sector. As the job creation 
dilemma becomes more apparent and all parties start realising that there are no simple ways 
to overcome unemployment and revitalize the economy, the focus increasingly falls upon the 
informal sector as one of the critical elements in the process of economic development 
stimulation and income/wealth distribution. The informal sector acts as a stepping- stone and 
training ground for future formal sector entrepreneurs. Informal sector participants can often 
see a need and an opportunity to create work for themselves and others. The informal sector 
should therefore be encouraged even though some of these workers are not registered and 
do not pay tax. 
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CHAPTER 2 
LITERATURE REVIEW 
2.1  INTRODUCTION 
Research in the literature of the informal sector is based on various theories. In the earliest 
studies of 1960s to the 1970s in the academic literature, Keith Hart (1971, 1973), a social 
anthropologist, introduced, the concept of “informal sector” as a part of the urban labour 
activities. There were studies  comprised of the informal sector in both developed and 
developing countries according to  Gerxhani (2002:17), in the earliest studies of the informal 
economy, the dominant theory was one which considered the informal economy as a separate 
economic domain of dualism. The informal sector economy, considered as a dual economy 
consisting of an urban- market economy on one hand, and a rural subsistence economy on 
the other.  The dualists according to Chen (2012:5), argue that, the informal sector operators 
are excluded from modern economic opportunities because of the imbalances between the 
growth rates of the population and that of a modern industrial economy. 
The role of local government in South Africa is of critical importance in shaping present and 
future of the informal economy. A watershed shift has taken place since 1994 in the national 
policy environment surrounding small enterprises in South Africa, including in the informal 
economy (Rogerson, 2000:5). Post-apartheid South Africa has seen the emergence of a 
changed institutional and policy context, which governs the operations of informal 
entrepreneurs as a part of what is recognised as the SMME economy. In common with the 
global situation, informal businesses in South Africa play a major role in job creation and 
income generation among the most marginalized in society for example female heads of 
households, disabled people and rural-based families (Statistics South Africa, 2014:1). 
The need for employment opportunities received top priority, particularly because losing a job 
or having no job results in the prospect or reality of lapsing into extreme poverty. This is 
particularly relevant in a country without any or limited social-security system (Ligthelm, 
2006:30). 
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2.2  THE INFORMAL SECTOR IN DEVELOPED AND DEVELOPING COUNTRIES 
The informal economic sector is an important part of economic development in both 
developed and developing countries. It forms part of economic activities practised from 
countries of the North, South as well as sab-Saharan Africa. According to Gerxhani (2004:9), 
many informal sector participants in the developed countries choose to participate in the 
informal sector because of more autonomy, flexibility and freedom they find in this sector than 
in the formal sector. 
The informal sector, according to Koereman et al (1996:93), is very important in developing 
countries, because of a lack of sufficient employment opportunities in the formal sector and 
the lack of a well-developed social security system. Many people in South Africa can survive 
only by working in the informal sector. According to Barker (1999:94), the informal sector 
provides an important alternative to unemployment, especially in countries without any 
system of social security.  
Informal sector employment is generally a larger source of employment for women than for 
men particularly in the developing world. For instance, outside North Africa there is about 
43% of women can be found in informal employment, 60% in the developing world and 84% 
in sub-Saharan Africa.  
 Informal economy is one of the many terms used to describe the diverse economic activities 
that are omitted from or only partially accounted for, in the macro-economic analyses. Other 
terms used include; informal sector, secondary sector, the alternative economy, the black 
market economy, the domestic economy and the cash economy (McLain et al, 2008:3). The 
term informal sector also refers to the numerous and variegated activities engaged in by 
people in poor countries which fall outside the official categories of what is counted as 
employment. According to the GTZ: Generic Informal/street trading Policy Framework, 
(2008:10), informal trading refers to all economic activities by individuals or groups involving 
the sale of legal goods and services, within public or private spaces, which spaces are 
generally considered as being unconventional for the exercise of such activity. It is also 
important to note that, in its most basic form, informal trading takes place on the streets and 
pavements, in private property and it tends to require more than the actual goods and services 
to set up. 
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There is a wide range of economic activities included in the informal economy such as street 
vendors, taxi drivers, rubbish collectors and home based care workers, making it almost as 
diverse as the formal economy. Although the informal economy is often thought of as the 
domain of economically marginal individuals and households, virtually everyone participates 
in the informal economy to some extent; therefore it is important to consider informal 
economic activity when developing natural resource and economic development policies. 
 South Africa’s informal economy is the subject of much controversy. Some observers felt 
that, it holds considerable developmental promise as an untapped resource of 
entrepreneurship which provides an answer to the challenges facing the South African 
economy. Others view it in a negative light and see it primarily as ripe ground for labour 
exploitation (Roux, 2011:25). This has resulted in the informal sector being marginalised, 
poorly paid, fundamentally insecure and lack all employment related benefits. The size and 
growth of the informal sector are dictated largely by the divergence between population 
growth and employment growth in the formal economy as well as by attempts on the part of 
businesses to escape the burden of taxes and government regulations. Job creation in the 
informal sector of the South African trails growth in the labour force. The shortage of 
productive employment opportunities in the formal sector, therefore, compels people to enter 
the informal sector in an attempt to escape the plight of unemployment (Ligthelm, 2006:35). 
Over the past decade the explosive expansion of South Africa’s informal economy has 
become more evident. Nevertheless, accurate national statistics on the growth and levels of 
participation in the informal economy are lacking, due to the problems of defining the 
boundaries of the informal economy (Rogerson, 2000:2). The massive growth of people 
seeking work in informal sector and the lack of investment in it, there is danger that it will 
support an ever-increasing population, with steadily declining income per head. In spite of all 
this, the informal sector has considerable hidden potential to generate income for the 
unemployed. 
Society has prompted an increase in scientific studies, examining how the formal and the 
informal growth of the informal economic sector during the 1990s and early 2000s in post-
industrial sectors of national economies are related and in identifying the benefits, as well as 
the costs, of informal economic activities (McLain et al, 2008:1). The important role that the 
informal sector plays in providing income opportunities for the poor is clear. And this has 
expanded in the post-apartheid period and consequently, there is a need for local government 
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to support and promote informal business in order to achieve economic growth and the 
development of the local economy. The following discussion will focus on the South African 
economic development, the role of the informal economy in the development process, how 
the informal sector can be supported and enhanced to promote employment opportunities. 
Lastly, the role played by local government to promote the development of the informal 
economic sector will be examined. 
2.3 DEFINING THE INFORMAL ECONOMY 
Since Hart (1973) first introduced the concept ‘informal sector’ in the early 1970s, there has 
been considerable debate about what exactly the term ‘informal economy’ means and how to 
measure informal employment. Defining and measuring ‘informal employment’ has been a 
problem, both in South Africa and internationally. Since every country is different, a universally 
accepted definition is hard to come by. I 
t is also a survivalist strategy for a labour force with deficient human capital, i.e. people who 
have a poor opportunity of finding formal employment, such as those retrenched from the 
formal economy, because of  an economic down-turn or structural adjustment,  in addition to 
those who voluntarily leave the formal workplace because informal work allows them to 
balance their home and income-raising responsibilities, or entrepreneurs who prefer to 
operate informally, so as to avoid the regulations and taxation imposed on formal enterprises 
(Yu,2012:2). 
According to Thomas (2001:1), the informal sector can be defined as the production of goods 
and services whose value is not included fully, if at all, in the National Income Accounts of a 
country. This means that the informal sector is regarded as economic activities operating in 
the absence of nation-state regulations. According to Reimer (2000:10), the informal sector 
refers to, informal economic activities involving the production, distribution and consumption 
of goods and services that have economic value, which are neither protected by a formal 
code of law, nor recorded for use by government-backed regulatory agencies. 
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2.4  THE GROWTH OF INFORMAL SECTOR AS A COMPONENT OF LOCAL 
ECONOMIC DEVELOPMENT 
Economic development refers to the fundamental changes in the structure of the economy. A 
key element to economic development of a country is that, people are major participants in 
the process, which has brought about these changes. This means that, the majority of the 
population should benefit from the economic development of the country. Economic 
development according to Pearce et al,(1990:24), is broadly construed to include not just 
increases in real per capita income but also other elements in social welfare. 
The government of post-apartheid South Africa is clearly trying to come to terms with the very 
serious development challenges which it currently faces. Ensuring macro-economic stability 
and achieving significant results in terms of meeting infrastructural needs have been key 
achievements. The recent focus on Local Economic Development, particularly in terms of the 
potential role of local government in addressing the dual needs of poverty-alleviation and 
growth, is equally important (Binns & Nel, 2002: 8). 
The Local Economic Development in the developing and developed world differs quite 
dramatically from place to place, but there are some common trends, which show a shift to 
activities, in partnership with a range of public and private role players and away from the 
unilateral local action by local government. In many developing countries LED, is focused on 
the needs of the unemployed and most marginalised people. The essential difference 
between the importance of the informal sector in developed and less-developed countries is 
that; whereas in less-developed countries the informal sector is associated with low income 
and less accumulation capacity, in developed countries, however there are greater 
possibilities for accumulation and income; and these opportunities are often comparable to 
the formal standards. 
The dualistic nature of most African economies, characterised by a large scale of unregulated 
and untaxed informal sector is the consequence of unemployment and poverty. According to 
the Review of Income and Wealth, series 57, special issue, (2011:1), in developing countries, 
a large share of the population typically depends for its livelihood, on the informal economy 
that is, subsistence farming and small unincorporated enterprises.  
The informal economic sector is characterised by informal self-employment, craft and related 
trade work, as well as street-vending since these are the dominant activities. In most African 
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countries, it is estimated that as many as nine in ten rural and urban workers have informal 
jobs, and this is especially the case for women and young people, who have no other choice 
than those available in the informal economy for their survival and livelihood. 
The most important primary problem in African countries is not open unemployment 
per se, but underemployment and individuals working very long hours in low-
productivity activities, where the earnings are extremely low. The low rate of 
industrialization, productivity and the presence of surplus labour are the main reasons why 
dualistic system arose in most cities of the Third World countries. In addition due to low 
technology and the intensive use of cheap, unskilled and semi-skilled labour, these countries 
have seen informal activities emerge and grow quite rapidly, hence the informal economy in 
less developed countries is considered to be the surviving sector. In developed countries the 
informal sector economy is often characterised by technological innovation and accumulation 
of small scale enterprises whereas in developing countries informal sector businesses are 
operated by low-skilled unemployed individuals 
Historically, economic development in South Africa has been spatially uneven, largely 
because the present modern economic centres grew up around the mineral deposits and sea 
ports handling the trade flow (Nattrass, 1988:28). The extent of the spatial uneven in 
economic advancement is clearly illustrated by the actual concentration of economic activity 
in the big cities like: Johannesburg, Cape Town, Durban and Port Elizabeth.  
Due to the economic growth in the Metropolitan cities, rapid urbanisation coupled with 
population growth, has resulted in a large number of the South African population residing in 
the urban areas. This has led to the accumulation of a migrant labour force in the urban areas. 
According to Gelb (1991:244), there is a growing consensus that the exceptionally high level 
of unemployment is the most dramatic evidence of the parlous state of the South African 
economy. Unemployment is often described as one of the major social, economic and political 
problems in South Africa. This has had a tremendous impact on the economic growth and 
development of the country.  
In South Africa, the unemployment rate has remained between 24% and 30% since year 
2000. Despite South Africa’s expansion, growth and redistribution of wealth have not been 
realised. Studies on the South African informal economy have highlighted its segmented or 
heterogeneous nature. Informal work varies significantly by the type of activity, the industry 
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of work, the nature of employment relations and sustainability and income generating 
potential. There is also a focus on identifying heterogeneity in informal work with regard to 
hours worked and the returns of this work (Willis, 2009:20). Street vending is a dominant work 
activity in South Africa’s informal sector which has about 500 000 participants according to 
2011 Census Data, followed by Waste collectors and Home-based workers. The involvement 
of people particularly women in the informal economic sector, has resulted from the lack of 
employment opportunities in the formal economic sector, therefore it is regarded as a means 
for survival to the unemployed.                              
Informal economy is one of many terms used to diverse economic activities that are excluded 
from or only partially accounted for in macro-economic analyses. Other terms used include; 
the informal sector, the secondary sector, the alternative economy, black market economy, 
domestic economy and cash economy (McLain et al, 2008:3). The term informal sector refers 
to the numerous and variegated activities engaged in by people in poor countries which fall 
outside the official categories of what is counted as employment.  
According to the Generic Informal/street trading Policy Framework, (2008:10), informal 
trading refers to all economic activities by individuals or groups involving the sale of legal 
goods and services, within public or private spaces, which spaces are generally 
unconventional for the exercise of such activity. It is also important to note that, in its most 
basic informal trading takes place on the streets and pavements, on private property and 
tends to require more than the actual goods and services to set up. Support is needed to build 
national and local capacity, in order to deliver cost-effective and sustainable business 
development in the informal economic sector. 
Although the informal sector economy is a survival strategy for the destitute and unemployed 
it is not recorded in the country’s economic growth statistics, because of lack of operating 
licences. This makes the informal sector one of unregulated and unrecorded economic 
activities. The goals of LED include: the reduction of unemployment, increase in the per capita 
income and human resource development. These goals clearly show that LED was 
introduced as a mechanism to alleviate poverty and improve individual living conditions. 
Therefore, the local municipalities should play a significant role in promoting informal sector 
activities. 
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2.5  PROCESSES AND THE REASONS FOR GROWTH OF THE INFORMAL ECONOMY 
The informal sector has demonstrated its ability to generate employment and income 
particularly for the urban labour force, therefore, the local government and municipalities, 
should ensure that it is supported and promoted. Firstly, by providing access to training and 
apprentices at substantially lower costs, the informal sector could therefore, play a role in the 
development of human capital. Because access to skills plays an important in determining 
the structure of the informal sector, governments should facilitate training in those areas that 
are most beneficial to the urban economy. 
The informal sector plays an important role in recycling waste material, engaging in the 
collection of goods. This is an important part of informal sector activities, because some 
participants produce hand-made products like shoes, bags, mats, hats and many of these are 
collected from waste materials. Therefore, it is another way of developing skills in the market 
because some of the products are of high value in show-casing cultural heritage. Promotion 
of the informal sector would ensure an increased distribution of the benefits to the poor, many 
of whom are concentrated in the informal sector.  
The weakness in the South Africa’s formal economy has meant that much of the growth 
occurring in the informal economy is a result of supply–push rather than demand-pull. This 
means, much such growth is a product of individuals searching out informal activities to 
sustain themselves rather than a consequence of the need for new enterprises to fill observed 
market demands (Rogerson, 2000:4). 
Growth in the informal sector during the past two decades is both producer and consumer-
driven. This means that the big businesses in manufacturing sector sell their goods indirectly 
through the informal sector, while the consumer-driven informal sector sells their goods 
because of the demand in the market. According to Sassen (1994:8), at the low end of the 
market in urban-based-low-income populations has sparked demand for cheap consumer 
goods and services that only businesses that do not comply with labour and workplace safety 
regulations can afford to produce. This has resulted in the excessive growth of the informal 
sector with various components.  
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2.6  COMPONENTS OF THE INFORMAL ECONOMY 
During the analysis of the role of the informal sector in the labour market, it is of outmost 
importance to define the term informal sector and focus only on those components that are 
relevant for the analysis in this study. Most authors studying the informal sector are faced with 
the difficulty of defining this sector. It is widely acknowledged that the informal sector includes 
all currently unregistered and unrecorded economic activities that contribute to the GDP. 
According to Ligthelm (2006:32), there are three components of the informal economy: the 
first, second and third economy.  
The first or modern economy is responsible for the bulk of South Africa’s economic production 
and is integrated within the global economy. It operates with advanced technology, is 
generally well managed and is well endowed with entrepreneurial acumen. However it also 
contains an informal component. 
The second economy or the marginalised economy contributes little to the GDP but 
accommodates a high percentage of the population especially the poorest of the poor. The 
relatively low income levels generated within the informal economy imply a disproportionately 
low GDP contribution in relation to its large accommodation of labour. In South Africa the 
informal sector of the survivalist businesses is characterised by street traders, spaza shops 
and taxi operators. 
The third economy, is regarded as the illegal economy which consists solely of unregulated 
activities and includes the production and distribution of illegal goods for instance, drugs, 
illegal services for example prostitution ,bribery, resale of stolen goods and money laundering. 
These informal economic activities have negative consequences in the informal sector hence 
there is harassment to some of the participants.  These activities affect economic growth in 
the informal sector because of the harsh sentences given to the participants. Government 
intervention in the informal sector is limited by the criminal activities that continue to affect the 
economic growth of the country. There is a good deal of the debate over government policies 
for the informal sector and how these can be formalized. 
2.7  NEW POLICY INTERVENTIONS 
The South African government, particularly the local government plays a critical role in 
shaping the present and future of the informal economy. Post-apartheid South Africa has 
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seen the emergence of a changed institutional and policy context, which governs the 
operations of informal entrepreneurs as part of what is recognised as the Small and Medium 
size economies. According to Maasdorp (1996:257), the extensive informal sector in South 
Africa indicates that there is an underlying entrepreneurial spirit, which, given effective 
education and infrastructure, could move to formal business settings. The government will 
have to deal with this sector for some time, and must be careful not to create a regulatory 
environment that displaces existing micro-enterprises or eliminates potential business 
opportunities for low-skilled people without any capital. 
In trying to create jobs and grow the economy, the government of South Africa has identified 
small scale businesses as one of the strategies to use. Entrepreneurs through their economic 
activities, may themselves initiate opportunities for new jobs and therefore promote economic 
development. The major purpose is to encourage these (very) small micro-enterprises, often 
initiated as an initial income-generating activity, to grow and enter into the formal economy 
over a period of time. Policy development in the informal economy can be promoted by 
stimulating economic development, provision of basic services and the commitment to 
participative governance. According to Dewar (2005:3), policy development should therefore 
be able define the informal sector, differentiate between formal and informal economic 
activities and focus on the economic benefits thereof.  
 The development of skills and knowledge can be used as a major instrument for 
empowerment of people working in the informal economy. The formal economic sector fails 
to absorb the surplus labour that exists in the South African labour market, so the informal 
economic sector expands to fill the gap. Improving the skills of informal economy workers 
such as would-be and emerging entrepreneurs is the key to increasing their ability to access 
gainful self-employment and to improve their productivity and income. The 1995 White Paper 
on Small Business sets forth the national objectives of the post-apartheid SMME economy in 
South Africa. The goals proposed for the SMME economy target the spectrum of SMME 
activities including the informal enterprise. The primary objective of the proposed SMME 
economy is to create an enabling environment for national and local policy frameworks 
(Rogerson, 2000:6). 
The informal economy should be seen as a stepping stone for small, medium and micro-
economic sector (SMMEs). The primary intention of the policy should thus be to make people 
economically mobile. This has two implications: there should be some time restriction on 
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access to the benefits of policy; and there should be an educative dimension associated with 
policy in order to improve economic mobility. The most considerable advantage of strategies 
aimed at stimulating the bottom–end of the economic continuum is that they not only 
contribute to employment creation but they constitute a direct attack on poverty (Dewar: 
2005:3). This shows that the informal sector can make a positive contribution to the economic 
growth and development of South Africa, but it has its challenges. 
According to the National Framework for Local Economic Development (2014-2019:40), the 
national government should champion the importance of the   informal economy, as a key 
thrust of the country’s development with particular emphases on enterprise development and 
promotion as well as area-based interventions in the IDP and LED. The main reason why 
people have started the informal sector business was due to unemployment and having no 
alternative source of income, therefore organizing the informal sector and reorganizing its role 
as a profitable activity can make a great contribution to economic development in any 
municipality. This could be achieved by raising government awareness, enabling better 
access to informal business financing as well as by fostering the availability of information on 
the informal economic sector. 
2.8  PROBLEMS AND OPPORTUNITIES IN THE INFORMAL SECTOR 
The informal economic sector has in recent years started to be recognized for its role as a 
mechanism of economic adjustment, and as a source of livelihood for the destitute and 
unemployed. Although the informal economy has a potential for economic development it 
faces major constraints affecting its ability to further contribute to economic success.  There 
are various factors that hinder the growth of the informal sector including regulatory barriers, 
infrastructure, access to capital, human skills, management and marketing skills. It is at the 
local level that the specific constraints affecting particular activities within the informal sector 
are better known and can be; efficiently addressed. The lack of access to finance is often 
rated as the most important constraint to informal businesses, preventing them expanding 
their production and productivity. The lack of access to transport and business-related 
infrastructures are also an important constraint. Low skill levels and the lack of market 
information lead to missed opportunities for informal workers. 
According to International Labour Office (2009:11), the most important challenge facing 
informal sector entrepreneurs is the deprivation of worker’s benefits, such as social protection 
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and representation; as a result there is a significant overlap between working informally and 
being unemployed. There is also lack of social security which is the most important 
characteristic of informal employment. This sector is often characterised by social exclusion 
which means that, people with informal employment are often not aware of the existence of 
tax-financed social assistance programmes targeting the informal workers. Therefore there is 
a need to focus on the informal sector as a crucial economic sector for the success of LED 
strategies and initiatives. There are opportunities in the informal sector that could contribute 
to the economic growth of the country. The tourism sector can create a thriving and viable 
economic development, if the informal sector participants will be supported and promoted 
through their cultural activities. The informal sector creates employment for the unemployed 
because the participant’s numbers have increased to 3,5 million according to the 2007 
statistics. Including the informal economic sector in local economic development strategies 
and integrated development planning documents would be a stepping stone to achieving the 
goal of developmental government at local level. 
2.9  LOCAL ECONOMIC DEVELOPMENT AND THE INFORMAL SECTOR 
The aim of local Economic Development strategy is increased economic growth and 
employment opportunities at local level. The informal sector is important to LED in less 
developed countries due to the employment and income opportunities it offers to the less 
skilled and unemployed. Local Economic Development (LED) has been identified by the 
South African government as a key strategy through which issues of development and more 
importantly, poverty alleviation can be addressed by local government (Bins & Nel, 
2002:8).Local Economic Development (LED), strategies are seen as playing a key role in the 
alleviation of poverty and reduction of inequality in post-apartheid South Africa (ANC: 1994).  
According to Binns & Nel (2002:13), there are certain key elements that can be used in the 
description of LED, notably that it is concerned with local level development, that there is a 
strong partnership with the private sector or other development agencies, and that there is a 
focus on economic development and job creation. Greenwood & Halt (2010:15), argue that, 
most local economic development models and policies, formal and informal revolve around 
creation and retention of jobs. Certain jobs defined as primary because they produce goods 
and services for export outside the local economy. This means economic development means 
more than ensuring that people have jobs but an improvement in their living conditions.  
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The South African National Framework for Local Economic Development (2014-2019), states 
that local economic development is the process by which public, business and non-
governmental sector partners work collectively to create better conditions for economic 
growth and employment generation with the objective of building up an economic capacity of 
a local area to improve its economic future and quality of life for all. The Framework 
emphasizes that municipalities have a key role to play in creating an environment conducive 
for investment through the provision of infrastructure and quality services, rather than by 
developing programmes and attempting to create jobs directly 
Internationally, three typical categories of economic activity performed by the would-be and 
emerging entrepreneurs in the informal economy have emerged. Their characteristics are 
described briefly as follows: 
 Income generating activities (IGAs), these are the most predominant form, especially 
in rural areas. They refer essentially to a pre-entrepreneurial subsistence type of self 
- employment IGAs constitutes an important source of household income 
supplementing farming incomes. They have a limited potential for growth and might 
best be supported by assisting particularly women to diversify their activities. 
 Micro-enterprises (MEs), these are more prominent than IGAs as they involve a few 
family workers, apprentices and sometimes one or a few permanent workers. Their 
technology is a mix of traditional and more-modern-but-obsolete. They are more linked 
with markets, some of their production inputs are imported and they serve local and 
nearby markets, for which reason they are frequently found in larger villages, rural 
towns and regional centres. Most of them have some potential for growth or at least 
for the development of entrepreneurial skills. 
 Small enterprises (SEs), these can be defined as firms that employ approximately 50 
workers. They use non-traditional or modern technologies in at least some of the 
productive aspects of the transformation process. Their products and services range 
from simple to complex and similarly span a range of consumer types. Small 
enterprises often border on formal: they are usually registered with the local 
government and tend to pay some taxes. They are more urban than rurally-based. All 
the informal sector activities discussed above illustrate the need for support and 
promotion in order to create a viable income for the unemployed and economic growth 
in the country as a whole. 
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 2.10  CASE STUDIES IN SUB- SAHARAN AFRICA AND SOUTH AFRICA 
 The informal sector, according to the International Business & Economics Research journal, 
vol.9, no.5 of 2010, comprise about 93% of new jobs created in sub-Saharan Africa during 
the 1990s and these were in the informal sector. The informal sector employment in Uganda 
and Kenya exceeds employment in the formal sector since about 90% of the labour force in 
Ghana comes from the informal sector, and about 60% in Tanzania and Nigeria. According 
to the Knowledge Brief no.2 (2011:2), the informal sector makes a huge contribution to African 
economies particularly to the Gross Domestic Product which is 55%. The contribution is 
higher in sub-Saharan Africa than in any other part of the world in North African its share of 
GDP is 37.7, Asia is 23,9, Latin America is 30,6. The aim of LED strategies is increased 
economic growth and employment opportunities at the local level, therefore it is important to 
build the capacity of the informal economic sector, in order to generate income for the 
unemployed. 
A severe shortage of new job opportunities in the formal economic sector has led many South 
Africans, who have been unable to join the formal job market, to look at street trading to 
generate an income. A survey of four cities, namely: Cape Town, Tshwane (Pretoria), 
Johannesburg and Durban revealed that the majority of street traders were male (54%). In 
Durban the females were in the majority (58%). The same survey revealed that 37% of 
informal traders had some secondary education, with 29% of them having obtained a senior 
certificate. In Cape Town, 18% had achieved a tertiary education and only 6% had no formal 
education in the metropolitan areas surveyed. Informal Trading in Johannesburg constitute 
30% of South Africa’s economy, with an unemployment rate of 25, 2% (Meyer, 2015:1). The 
Gauteng Informal Sector Strategy of 2014 is a strategy that suggests a planned, funded and 
sufficient incorporation of informal sector into the townships. This strategy would generate 
more money and more jobs in areas where there are high unemployment rates and lack of 
skills and education. 
2.11  THE INFORMAL SECTOR IN BUFFALO CITY AND MDANTSANE 
BCMM has often focused on Business Development as the key economic development 
intervention. The Second economy is known for its potential to create jobs, encourage 
entrepreneurship and improve competitiveness. According to Mbeba (2014:356), SMME 
development in Buffalo City has the great potential to instigate significant economic 
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development and poverty alleviation through the implementation of LED strategies which 
deeply involve the poor population. 
The informal sector in BCMM particularly in Mdantsane is the direct consequence of poverty 
and lack of employment opportunities in the area. The informal businesses in Mdantsane is 
characterised by street vendors, dress makers, shoe makers, barber shops, car washes and 
fast food outlets that are located along street pavements, taxi ranks and shopping malls. For 
the study a sample of street traders from Mdantsane was interviewed in order to present a 
profile of the participants, together with the challenges, that they face and the required support 
that could render their businesses profitable. 
2.12  CONCLUSION 
The Constitution of South Africa has placed a mandate on municipalities to facilitate the 
development of local economies. A legislative framework as cited in the 1998 White Paper 
on Local Government and ultimately the Municipal Systems Act of 2000 have both stated 
clearly how municipalities should execute this responsibility. The earlier framework covering 
the period between, (2006-2011) described an approach to develop and stimulate sustainable 
local economic growth based upon a number of strategies aimed at influencing the local 
economy through the action of District and Local Municipalities.   
All across the political as well as the business spectrum, in developed and less developed 
countries, there is nowadays an acceptance that the informal sector and small business 
sector can play or does play an important role in the job creation process and by implication 
the struggle against rising unemployment (Schire,1992:481).As the job creation dilemma 
becomes more apparent and all parties start realising that there are no simple ways to 
overcome unemployment and revitalize the economy, the focus increasingly falls upon the 
informal sector as one of the critical elements in the process of economic development 
stimulation and income/wealth distribution. 
The informal sector acts as a stepping- stone and training ground for future formal sector 
entrepreneurs. These people can often see a need and an opportunity to create work for 
themselves and others. The informal sector should therefore be encouraged even though 
some of these workers are not registered and do not pay tax. It is important to note that the 
contribution of the informal economy and street trading is evaluated in two ways: by 
measuring the numbers of people who have jobs or are involved in trading and by measuring 
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the value of the goods that these traders sell (Generic Informal Street trading Policy 
Framework , 2008; 13). 
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 CHAPTER 3 
THE RESEARCH METHODOLOGY 
3.1  INTRODUCTION 
Scientific research can be defined as, a process of gathering of data, information and facts 
for the advancement of knowledge. In the research process, there are two major types of 
empirical research design that is; qualitative and quantitative research methods. This can be 
referred to as mixed methods research design. According to Creswell et al (2011:4), mixed 
method research can be defined as research in which the investigator collects data, integrates 
the findings and draws inferences using both qualitative and quantitative approaches in a 
single study. In either qualitative or quantitative research methods Secondary data is the data 
that already exists, such as census data, which can be re-used for the research purpose.  
The research design of this study is based on the research problem of the study which seeks 
to investigate the role of local economic development strategies in the informal sector in 
BCMM. The population of the study was drawn from a sample of informal sector participants 
in the Mdantsane Township. The sample of the respondents was selected randomly from 
informal traders in the taxi ranks, pavements, and malls.  According to Mouton (2001:187), 
the choice of the population to be sampled will be greatly influenced by the available data and 
the size of the population. 
The population of this study constitutes about 65 respondents who operate informal 
businesses in the Mdantsane area. This population represents the informal sector participants 
who have similar experiences hence there was random selection of the respondents. The 
sample was taken from street vendors who are selling fruit and vegetables, those who operate 
fast foods shops, barber shops, shoe makers, dress makers and even those who wash cars. 
This is a valid sample because all the informal sector businesses fall into these categories. 
The use of questionnaires and interviews has an advantage of being flexible and ensure that 
the respondents fairly understand the questions and the purpose of the study. Against this 
background; the elements of the research design which include formulation of the research 
problem, choosing a sample population and collecting data generate ideas and themes that 
can be explored later in the research process. 
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Both qualitative and quantitative research methods were used in this study. There are certain 
pros and cons of qualitative and quantitative research methods that can be identified. Firstly, 
qualitative research method focuses on description of things using words. The pros of 
qualitative research method are that it is great for explorative purposes. The cons qualitative 
methods are that, there can be a lot of bias and personal subjectivity. Qualitative research 
method provides a detailed understanding of the problem, while the quantitative approach 
provides the ability to generalise the results. 
The quantitative research method is based on numerical analysis and statistics. This method 
can be used to quantify opinions, attitudes behaviours and other defined variables. The pros 
of quantitative research methods are that it is much quicker and cost-effective to execute. 
The cons of quantitative research method are that you do not get specific details that you 
might be able to get from qualitative method. 
The data were gathered by a variety of data collection methods. These include 
Questionnaires, interviews and participatory observation as well literature or policy 
documents. These include data collection through oral conversations. The reason for using 
interviews was to fully understand people’s impressions or experiences or learn more about 
their answers to questions. Interviews were conducted using structured self-administered 
questionnaires. A questionnaire can be a useful tool for gathering information. It can be used 
for survey research, for gathering the data or for testing a hypothesis. When questionnaires 
are used in a study the researcher is employing a strategy in which the participants use self-
report to express their attitudes, beliefs and feelings toward a topic of interest (Teddie et al 
2009: 232). 
For a questionnaire to be effective and give you the information that you are looking for; you 
will need to design a survey that is easy to complete. According to Crawford (1990:28), no 
survey can achieve success without a well-designed questionnaire. The design of a 
questionnaire will depend on whether the researcher wishes to collect exploratory information 
that is, qualitative information for the purpose of better understanding or quantitative 
information to test the specific hypotheses that have been previously generated. This means 
that a good questionnaire should achieve the research objectives, provide complete and 
accurate information, should be easy for both interviewers and respondents to complete and 
be as brief as possible. The following discussion will focus on the qualities of a good 
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questionnaire, steps followed in designing a questionnaire and motivation for choosing a 
questionnaire as a research tool. 
3.2 QUALITIES OF A GOOD QUESTIONNAIRE 
A questionnaire can be regarded as a means of eliciting the feelings, beliefs, experiences, 
perceptions or attitudes of some sample of individuals. As a data collection tool this could be 
structured or unstructured. According to Bless and Higson-Smith (2000:113), whether 
conceived to be filled in by a respondent or by an interviewer, a questionnaire remains a 
complex instrument of data collection. The most structured way of getting information from 
respondents is by means of a questionnaire with a set of questions with fixed wording and a 
proper sequence of presentation. 
 A questionnaire may be used without any direct personal contact with the respondents. 
These are self-administered questionnaires and they are completed by respondents 
themselves without the assistance of an interviewer. This can be done either by distributing 
the questionnaires to the respondents or by completion of the questionnaire by the 
interviewer, when respondents cannot read and write. There are about four qualities of a good 
questionnaire identified by Crawford (1990:29),  
Firstly, a well-designed questionnaire should meet the objectives of the research. This may 
seem obvious but many research surveys omit important aspects due to inadequate 
preparatory work, and do not adequately probe particular issues due to poor understanding. 
Secondly, it should obtain the most complete and accurate information possible. The 
questionnaire designer should ensure that the respondents fully understand the questions 
and are not likely to refuse to answer, lie to the interviewer or try to conceal their attitudes.  
Thirdly, a well-designed questionnaire should make it easy for the respondents to give the 
necessary information and for the interviewer to record the answers and it should be 
arranged, so that sound analysis and interpretation are possible. Fourthly, it should keep the 
interview brief and to the point and be so arranged that the respondents remain interested 
throughout the interview. 
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3.3  MOTIVATION FOR THE USE OF QUESTIONNAIRE FOR DATA COLLECTION 
The study focused on role of the local economic development strategies of Buffalo City 
Metropolitan Municipality in the informal sector business, and particularly in Mdantsane. The 
focus of the study is on the impact of LED strategies in creating employment through the 
support of the informal sector economy. According to the GTZ: Country Report on LED in 
South Africa (20008:14), although many international donor agencies, financial support 
agencies and government programmes exist, in local economic development, municipalities 
still struggle to come to terms with their challenging role in response to LED. 
An explorative and descriptive research approach has been adopted in order to analyse 
interdisciplinary literature with respect to government publications and policy documents 
regarding the informal economy. The Provincial or Municipal Performance Annual Report 
(2008-2013) was used to determine the extent of the work done on service delivery and job 
creation. The Buffalo City Metro Integrated Development Plan (2011-2016) has been used to 
assess the LED strategies employed to address the problem of unemployment as well as the 
programme of action to support these initiatives including those of the Informal sector.  
Both Qualitative and Quantitative approaches were adopted, using structured questionnaires 
to determine the impact of LED strategies on job creation. The questionnaires for the BCM 
residents consist of three sections of which section A had questions about their biographical 
information, which included gender, age, marital status, number of dependents and level 
education. 
Section B, had questions on the informal economic sector’s involvement in BCMM and lastly 
section C, had questions on the support they receive from BCMM. Questionnaires, were given 
to the respondents to fill in, whilst the researcher was watching, in order to give clarity in some 
of the questions. The illiterate respondents were asked questions to which they were able to 
respond in their own languages, these questions were read out of the questionnaires by the 
researcher. The questionnaires were used in order to ensure that interviews were structured 
and time saving. Interviews with various stakeholders who play a major role in LED, Local 
Government issues and Buffalo City Metro officials were conducted. A set of questions was 
asked about the support given to informal sector traders for the local economic development 
of the area. All the respondents were selected randomly. 
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3.4  SAMPLING 
Sampling in research is the process whereby the researcher selects a sample that represents 
the population. There are two methods of sampling: random sampling and non-random 
sampling. In this study the random sampling approach was used. The respondents were 
interviewed randomly on different points in which informal businesses operate. In the case of 
Mdantsane, the informal businesses operate in taxi ranks, street pavements and in shopping 
malls. These include street vendors, fast foods, dress makers, shoe makers and barber 
shops. This is a valid sample for my study because all the different kinds of informal activities 
can be identified. 
3.5 Conclusion  
During the research process, the respondents were asked to fill in questionnaires. The use of 
a questionnaire was comparatively convenient and inexpensive, and this method provided 
greater anonymity. Occasionally, there was face- to-face interaction between respondents 
and interviewer. Although the questionnaires were written in English, the respondents could 
respond in their own languages in order to get the required information. Interviews with BCMM 
stake holders were conducted using questionnaires. Interviews are also important because 
they provide a way of generating empirical data about the social world by asking people to 
talk about their lives; this has been the case with the informal sector participants in particular.  
The use of policy documents and the BCMM IDP document was important because it 
provided the researcher with information on the issues of strategic planning in BCMM on LED 
and SMME development. 
                                                     
 
 
 
 
 
32 
 
CHAPTER 4 
RESEARCH FINDINGS 
4.1  INTRODUCTION 
The South African labour market has performed badly in recent years, in regard to creating 
employment opportunities for the growing population; consequently, increasing numbers 
have had to enter the informal sector in order to make a living. The official unemployment rate 
is at 25% in BCMM (www.ecsecc.org, 2012). The poor performance of the labour market, 
therefore, has created the economic marginalization of an increasing proportion of the 
population. Dealing with this problem and preventing its further growth, is perhaps the most 
serious challenge for South Africa (Maasdorp, 1996:231). The important role that the informal 
sector plays in providing income opportunities for the poor is clear, and it has expanded in 
the post-apartheid period, as a result there is a need for local government to support and 
promote informal businesses in order to attain economic growth and encourage the 
development of the local economy.  
The role of the informal economy in the local economic development process can have a 
tremendous impact in reducing poverty. The major challenge is how the informal sector can 
be supported and enhanced to promote employment opportunities in addition to the role 
played by local government to promote the development of the informal economic sector. The 
involvement of people, particularly women, in the informal economic sector is caused by the 
lack of employment opportunities in the formal economic sector; therefore, it is regarded as a 
means for survival to the poor. Although the informal sector economy is a survival strategy 
for the poor and unemployed it does not comprise part of the country’s economic growth 
statistics because of lack of operating licences.  
This makes the informal sector one of unregulated and unrecorded economic activities. The 
informal economy is clearly targeted for the Decent Work Agenda, on account of the deficit of 
decent work opportunities which dominates the market. There is a great need for the local 
municipality to build the capacity of informal traders by implementing LED strategies towards 
improving its ability to generate revenue and employment for poor localities and poor people. 
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4.2  THE SOCIO-ECONOMIC PROFILE OF MDANTSANE STREET TRADERS 
The socio-economic profile of Mdantsane Street traders comprises; the gender distribution of 
the respondents, the age distribution of the respondents, marital status of the respondents, 
as well as the highest educational qualification of the respondents. The socio-economic 
background of the respondents is important in this study, in order to provide an over view of 
the underlying reasons behind the initiation and growth of the informal business sector in the 
area. 
4.2.1  The gender distribution of the respondents 
The purpose of the gender data of the respondents was to determine the correlation between 
males and females and their respective employment status in BCMM. Of the 65 respondents 
about 91% are females and 9% males (see Figure 4.1). This shows that there are more 
women who are involved in the informal sector than men. This means that there are no 
opportunities for employment in the formal sector for women, consequently, they are involved 
in activities that generate income outside the formal sector. According to the National 
Framework for LED (2014-2019:41), there is a need to significantly increase the participation 
of women and youth engaged in business in South Africa and of ensuring the improved 
support for women.  
The involvement of women in the informal sector constitutes a larger portion of the population 
in African countries. According to ILO (2008:5), the informal employment is generally a larger 
source of employment for women than for men in the developing world. Women constitute 
about 70% in the informal employment in Sub-Saharan Africa, 60% in Latin America and 59% 
in Asia which means that formal employment is reserved for men only. 
Table 4.1:  Frequency distribution of Gender 
 Frequency Percentage 
Male 6 9.2 
Female 59 90.8 
Total 65 100 
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4.2.2  Age distribution of the respondents: 
The age distribution of the respondents suggests that about 34% of the respondents in the 
informal sector are between the age of 35 and 39 years. About 31% are between ages 45-
49 years, about 8% are between 18-24 years and about 4% of the respondents are 50 years 
and older. The results of the study suggest that the average age of the respondents was 
between 36 and 48, meaning that they are the economically active part of the population, 
who are able work. This also shows that lack employment in BCMM has resulted in a number 
of people, particularly bread winners to seek employment in the informal sector in order to 
generate income and thereby to survive. 
According to Statistics South Africa (2013:6), the proportion of individuals who are running 
informal business has increased with age and peaked at 45-50 years, while there is a decline 
in youngest age group of 15-25 years as well as in the age group 25-29 years, which 
constitutes about 0,7% from 2009-2013. The percentage of the younger generation involved 
in the informal sector is between 4 and 8% which suggest that youth unemployment is a 
problem in BCMM. This also indicates that there is a high rate of school dropouts who are 
unable to get a matric certificate. These young people cannot get formal employment 
because of their lack of skills and educational qualification hence; they are obliged to join the 
informal sector business, in order to make a living. 
Table 4.2: Frequency distribution of the respondent’s Age 
 Frequency Percentage 
18 – 24 years 5 7.7 
25 – 29 years 0 0.0 
30 – 34 years 0 0.0 
35 – 39 years 22 33.8 
40 – 44 years 14 21.5 
45 – 49 years 20 30.8 
50 or older 4 6.2 
Total 65 100 
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Figure 4.2: Bar Chart of Age 
4.2.3 The Marital Status of the respondents 
The reason for investigating the marital status of the respondents is to investigate 
whether the informal sector participants are single parents, who want to generate an 
income for their families, or they have joined the informal sector in order to supplement 
the income of their spouses. The importance of the marital status of the respondents is 
to discover whether they are breadwinners in their families. About 75% of the 
respondents are unmarried meaning that it is the single parents who are taking care of 
their families without any help from their spouses. About 8% of the respondents are 
divorced, 15% were married. 
Table 4.3: Frequency distribution of Marital Status 
 Frequency Percentage 
Married 10 15.4 
Unmarried 49 75.4 
Divorced 5 7.7 
Other 1 1.5 
Total 65 100 
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4.2.4   Highest Educational Qualifications of the respondents 
The highest educational qualifications of the respondents are important in the study, in order 
to investigate whether the respondents have the qualifications to be employed in the formal 
sector. The reason for the start of the informal business is due to the fact that there are low 
levels of employment and job creation in BCMM. As many as 100%, of the respondents do 
not even have a matric certificate. This shows that low levels of education are one of the 
contributing factors to the problem of unemployment in the BCMM area. The informal sector 
therefore, serves as a survivalist strategy for those who cannot find employment in the formal 
sector but need to generate an income.    
4.3  INFORMAL SECTOR ACTIVITIES IN MDANTSANE 
Informal sector activities in Mdantsane vary from street vendors, dress makers, shoe makers, 
barber shops, car washers and fast foods. The respondents are involved in various activities 
selling products ranging from fruit and vegetables, fast foods, clothing, medicines, cosmetics 
and hand-made products in the taxi ranks and pavements. About 95% of the respondents are 
street vendors who are selling fruit and vegetables and other foodstuffs, 3% are dress makers, 
barber shop 1% and the remaining 1% is shoe maker. 
Table 4.4: Frequency table of activity 
 Frequency Percentage 
Street vendor 47 72 
Dress maker 3           5 
Fast foods 13          20 
Shoe maker 1 1.5 
Barber shop 1 1.5 
Total 65 100 
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Figure 4.4: Bar Chart of Informal sector activities 
4.4  REASONS FOR STARTING INFORMAL SECTOR BUSINESS 
The main reason why the respondents have decided to start the informal business is due to 
unemployment. All the respondents have mentioned the unemployment and having no 
alternative source of income as constituting the main reasons for their involvement in the 
informal sector.  
4.5  CAPITAL TO START THE INFORMAL BUSINESS 
About 28% of the respondents have started the business with their savings, 65% have 
borrowed from family and about 2% have made loans from banks and about 3% have used 
the government social grant fund to start their businesses. The results show that the BCMM 
LED unit does not provide any kind of support to the informal business. All the respondents 
did not receive any thing in terms of financial support from the municipality. 
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Table 4.5: Frequency table of question about capital to start business 
 Frequency Percentage 
Bank loan 2 3.1 
Savings 18 27.7 
Borrowed from family 42 64.6 
Borrowed from other 0 0 
LED support from 
municipality 
0 0 
Grant funding 3 4.6 
Total 65 100 
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Figure 4.5: Bar Chart of question about capital to start business 
4.6  DAILY EARNINGS FROM INFORMAL SECTOR BUSINESS 
About 74% of the respondents earn between R200 and R500 per day, 3% earn between 
R500 and R1000 and the other 3% earn up to R2000 per day. These figures show that, the 
informal sector business is a survivalist business for those who do not have any income. The 
income generated per day can be used to buy household goods and pay for education and 
health facilities. The results on the daily earnings of the respondents suggests that the 
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majority of the respondents generate an income from the informal sector but there is no 
change in their living conditions, that is they work from a hand- to- mouth basis. 
Table 4.6: Frequency table of Daily earnings from activity 
 Frequency Percentage 
R0 – R199 13 20.0 
R200 – R499 48 73.8 
R500 – R999 2 3.1 
R1000 – R1999 2 3.1 
Total 65 100 
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Figure 4.6: Bar chart of Daily earnings from activity 
4.7  REGISTRATION IN THE INFORMAL SECTOR BUSINESS 
Informal sector businesses are not normally registered. None of the respondents are 
registered, with any company, and they do not want to be registered. The reason being that, 
registration will require fees that they do not have. According to the Generic Informal Street 
Trading Policy Framework for Metropolitan and Local Municipalities, (2008:19), the 
Constitution of South Africa had given local government the responsibility of Local Economic 
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Development (LED), in the country from which most municipalities have been developing 
regulations of street by-laws, based on the Business Act of 1993. The Department of Local 
Government has introduced among others relevant institutions for providing an enabling 
environment, such as Ntsika, Khula, Umsobomvu and Small Enterprise Development Agency 
(SEDA). The respondents were satisfied with their informal operations because they are not 
paying tax, rent or company fees.  
4.7.1  The challenges faced by informal sector in BCMM 
Informal traders in BCMM face various challenges that hinder the development of their 
businesses. These challenges include; lack of financial aid from the municipality, lack of 
training on business skills and lack of support from the municipal LED office. The main 
challenges they are facing is working under unsafe conditions with no proper shelter, sanitary 
facilities, portable water or waste disposal. The respondents were prepared to pay a minimum 
amount to get these services. 
4.7.2  Support required by informal traders 
The informal traders in BCMM require support from the municipality to make their businesses 
grow. The respondents stated that they need a safe environment which has shelter that will 
protect them from harsh weather conditions. They also wanted to be provided with proper 
infrastructure such as ablution facilities, water facilities and storage space. They were 
prepared to pay a minimum amount for these services to keep their products safe. 
4.8  THE MUNICIPAL SUPPORT FOR SMME DEVELOPMENT 
Buffalo City does provide support for SMMEs which focuses on capacity building, training and 
access to finance within the BCMM area. In a bid to create a conducive environment for 
SMME access to finance, about 12 primary cooperatives from different geographical areas 
have been given R1 000 000 from the Cooperatives Development Fund Project. This does 
not include Informal traders. Small Medium and Micro Enterprises have a major role to play 
in terms employment creation, income generation and output growth. BCMM is developing 
the SMME Development Strategy in which there are a number of programmes relating to 
promoting job creation opportunities. 
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4.9  FINDINGS FROM QUESTIONNAIRE OF BCMM OFFICIALS 
A structured questionnaire was used according to which interviews were conducted with 
BCMM officials. The questionnaire had questions about  the understanding  of the term Local 
Economic Development, strategies used by the municipality in job creation as well as the 
support given by municipality to the informal sector.  
The response from the BCMM officials was poor. Only one official had time for an interview 
while others did not have time even to fill in a questionnaire. According to the official who did 
not want to be mentioned BCMM has a number of programmes aimed at job creation and 
poverty alleviation which are laid out in the IDP document. Poverty alleviation is a central 
issue of BCMM and is addressed within the available resources through various IDP 
programmes and projects. One of BCMM’s goals is to facilitate community level and strategic 
economic empowerment through working in partnership with the private sector. BCMM’s LED 
strategy on Urban Renewal and Integrated Rural Development Programmes has a substantial 
contribution of about 20% towards job creation. 
The official explained that Provincial Growth and Development Plan is linked with the LED 
programmes and initiatives aimed at creation of jobs and generation of income thus leading 
to the all-important goal of reduction of poverty.  
According to the Country Report on LED (2008:10), through the Accelerated Shared Growth 
Initiative for South Africa (ASGISA), launched by the Presidency in 2006, government is 
committed to reducing unemployment and poverty by half in the second decade of 
democracy. ASGISA was initiated to promote economic sector development strategies while 
still focusing on efforts to include the marginalized poor in the broad economy and to improve 
services in all three spheres of government in order to halve unemployment by 2014.The role 
of local municipalities in promoting local economic development is constitutionally mandated 
role that is also enshrined in the Municipal Systems Act. Due to the high rate of unemployment 
in BCMM the local authorities should investigate LED processes and programmes that will 
enhance investment in the local economy and help address the problem of unemployment 
4.10  LED STRATEGIES IN BCMM 
The BCMM official mentioned that BCMM has employed various strategies in the IDP which 
help in job creation and support for emerging enterprises. These strategies include the 
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development of SMME Development Strategy, participation in the Expanded Public Works 
Programme (EPWP) and support for the tourism sector. It is important to note that BCMM, 
needs to direct efforts towards accelerating job creation and economic growth as well as 
poverty reduction through its LED strategies that will impact directly on the informal sector. 
4.10.1 SMME Development 
Internationally, in both developed and developing countries, it has been accepted that SMME 
development is the backbone and driving force of economic growth and job creation. In South 
Africa SMMEs account for approximately 60% of all employment in the economy and more 
than 35% of South Africa’s Gross Domestic Product (GDP). SMMEs are often the driving 
force in which the lowest-income people in our communities gain access to economic 
opportunities. Business Development is the key economic tool and BCMM focuses on the 
development of the second economy as its key intervention. Second economy is known for 
its potential to create jobs, encourage entrepreneurship and improve competitiveness. 
According to the BCMM Integrated Development Plan, 2014/15:112, the city currently does 
not have the SMME Development Strategy. The Informal Sector Development Strategy 
documents, those provide a framework for the development of the SMME sector. It is noted 
that SMMEs have the following challenges: 
 Access to finance 
 Access to information 
 Access to markets 
 Access to business infrastructure 
 Access to modern technology 
In the context of this study, it is significant that the challenges above are experienced also by 
the informal sector participants in Mdantsane since they also mentioned lack of financial 
assistance, poor infrastructure, lack of training interventions and limited or no shelter for their 
operations. This clearly shows the lack of support from the municipality. As the informal sector 
participants face similar challenges to registered SMMEs, it is hoped that the municipality will 
include the informal sector when drafting the SMME support strategy as it appears that 
currently there is no support from the municipality for the informal sector. 
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The respondent further explained that; BCMM is currently embarking on creating partnerships 
with institutions involved in investment recruitment such as the; East London Industrial 
Development Zone (ELIDZ), Eastern Cape Development Corporation and the Border Kei 
Chamber. There is partnership that has been created with government Department such as 
the Public Works Department and Environmental Affairs and Tourism Department in order to 
create jobs in EPWP and Tourism sector.  
4.10.2 The Expanded Public Works Programme in BCMM 
The Expanded Public Works Programme is a national programme led by the government 
departments that aims to draw a significant number of the unemployed into productive work. 
This programme involves creating temporary work opportunities for the unemployed, while 
ensuring that workers gain skills and training on the job and so increase the capacity to earn 
an income in the future. The emphasis of the EPWP is to expand the use of labour intensive 
methods in government-funded service delivery projects to create more work opportunities 
and stimulate entrepreneurial activity. 
4.10.3  Job creation in the tourism sector in BCMM 
The tourism sector in BCMM shows a worldwide annual growth of 5%-6%. Although it has 
increased steadily, tourism is not yet fully developed. Visitors to Buffalo City comprise 95% of 
the domestic market with a 5% international component. According to the IDP document 
(2014/2015), BCMM and its surrounding Amatole region have a limited tourism sector to date. 
Nevertheless there is certainly room for expansion. The potential of BCMM to become a major 
national sport tourism destination is recognised in the Buffalo Tourism Plan and has advanced 
as one of the central pillars of the plan. It is hoped that tourism will create employment 
opportunities not only in the formal sector but also for informal entrepreneurs. 
4.11  CONCLUSION 
The high levels of unemployment in Buffalo City, particularly among women, compel a 
considerable number of people to resort to the informal sector to make a living. Most of the 
street traders that were surveyed make a living in often unfavourable physical conditions in 
order to feed their families.  
The municipality does not have policies or strategies that relate to small business sector 
and more particularly to informal sector development and support.  
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CHAPTER 5 
CONCLUSION AND RECOMMENDATIONS 
5.1  INTRODUCTION 
The problem statement of the research namely, that municipalities face challenges in 
developing and implementing policies to create employment and more particularly, that 
creating an enabling environment for the informal sector, is one of the greatest challenges 
facing the local authorities. The results of the research presented here indicate that this is 
true in BCMM. It is therefore, important that BCMM should focus on and implementation of 
LED strategies that impact directly on economic development and which should include 
support also for the informal sector. 
5.2  FINDINGS AS THEY RELATE TO THE AIMS AND OBJECTIVES OF THE 
RESEARCH 
The aims and objectives of the study are to: 
- identify the informal economic activities practised in Mdantsane. In formal sector activities 
as mentioned earlier in the study include: street vendors, dress makers, shoe makers, fast 
foods, barber shops, car washers and spaza shops. The street vendors constitute a large 
percentage of the informal sector practises. The sample of study is taken from the street 
vendors who are the most visible informal sector participants. 
- identify LED strategies employed in the area to develop the local economy. BCMM’s LED 
strategy include: the Mdantsane Urban Renewal Programme, EPWP, tourism development 
as well as SMME development which contribute to local economic development of BCMM. 
- assess the role of the informal sector in creating employment. The informal sector as 
mentioned earlier in the study clearly provides employment opportunities for unemployed 
female breadwinners who are unable to find employment in the formal economic sector. 
- assess the impact of the informal sector in generating income for the unemployed. The 
majority of informal sector participants earn a minimum amount between R200-R500 per day. 
About 3% earn a maximum amount of R1000 per day. This suggests that the informal 
business does generate an income for the unemployed. 
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5.3   A SUMMARY OF THE RESEARCH RESULTS ON THE SOCIO-ECONOMIC 
STATUS OF THE RESPONDENTS 
The findings of the study suggest that about 90% of the people involved in the informal sector 
are women. This means the labour market in South Africa employs more males than females. 
The involvement of women in the informal sector suggests that they are reducing poverty 
levels, forcing women to become breadwinners in their households. 
5.4  CONSTRAINTS FACING THE INFORMAL ECONOMIC SECTOR IN BUFFALO CITY 
In recent years, the informal sector has started to be recognized for its role as a mechanism 
of economic adjustment, and as a source of livelihood for the poor and unemployed. Although 
the informal economy has a potential for economic development, it faces major constraints 
affecting its ability to further contribute to economic success. Constraints exist in every 
determinant of economic performance, including regulatory barriers, infrastructure, access to 
capital, human skills, management and marketing skills.  
It is at the local level that the specific constraints affecting particular activities within the 
informal sector are better known, and can be efficiently addressed. Lack of access to finance 
is often rated as the most important constraint to informal businesses, preventing them 
expanding their production and productivity. Low- skill levels and lack of market information 
lead to missed opportunities for informal workers. 
5.5  SUPPORT FOR THE INFORMAL SECTOR BY THE BCMM 
The informal sector serves as the only survival strategy for the poor and unemployed 
therefore; the support provided by LED unit in BCMM should promote its contribution to the 
economic growth of the area. The 2014-2019 National Framework for Local Economic 
Development encourage government to elevate the importance of informal economy as a key 
thrust of the country’s development focusing on empowerment and capacity building. Lastly, 
the partnership between local, provincial and national spheres of government could improve 
the local economic conditions of the area. The local municipality could use the EPWP 
programmes to create employment opportunities for informal traders. This can help traders 
can have income to supplement and build their businesses. 
The informal sector plays an important role in its ability to generate employment and income 
for the urban labour force, therefore the local government and municipalities should ensure 
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that it is supported and promoted. Compared to other African countries in Africa and sub-
Saharan Africa the informal economic sector in Mdantsane is dominated by women with up 
to 91% compared to 70% in the sub-Saharan Africa, 60% in Latin America and 59% in Asia. 
This information suggests that poverty and lack of employment affect women more than men. 
Employment opportunities in the formal sector are limited to men it seems. 
5.6  SUMMARY OF THE RESEARCH RESULT ON THE SOCIO-ECONOMIC STATUS 
OF THE RESPONDENTS  
The respondents had an average age of 36-48 years meaning that the people involved in the 
informal sector are the economically active part of the population. Due to the high rate of 
unemployment in BCMM people join the informal sector to generate an income. There are 
more women than men in the informal sector business as illustrated in Table 4,2 the reason 
being that, lack of formal employment in BCMM affect women more than men. There is also 
a problem of single parents being the sole breadwinners in their families. This is shown by 
the high percentage of single women among the respondents which implies that 
unemployment affect mostly women in BCMM.  
The research shows that as many as 100% of the respondents have no matric or post-matric 
qualification. This shows that people in Mdantsane lack the necessary educational skills, in 
order to secure employment in the formal sector. Hence, they have joined the informal sector 
in order to make a living. The start of informal business is based on the main reason of 
unemployment among the respondents. Their involvement in the informal sector is to 
generate an income since there is no alternative source of income. About 65% of the 
respondents have borrowed capital from friends and family and 3% from bank loans. This 
shows that there is no funding from LED unit in BCMM that can be available to start the 
businesses therefore there is no support provided by the municipality. 
About 74% of the respondents earn between R200-R500 per day this shows that the informal 
business is survivalist business for those who are unemployed and have   alternative source 
of income. None of the respondents are registered with any company or cooperative because 
they cannot afford registration fees. The informal sector serves as the only survival strategy 
for the poor and unemployed therefore the support provided by LED unit in BCMM will 
promote its contribution to the economic growth of the area. The 2014-2019 National 
Framework for Local Economic Development encourage government to elevate the 
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importance of informal economy as a key thrust of the country’s development focusing on 
empowerment and capacity building. 
5.7  RECOMMENDATIONS 
BCMM informal sector business is facing various challenges which include; lack of access to 
finance, poor infrastructure, lack of training interventions and limited or no shelter. This shows 
clearly the lack of support from the municipality. There are specific areas that need to be 
improved in BCMM for the development of a vibrant economy. The following 
recommendations for the BCMM to generation income and reduce poverty in the area.  
- firstly, skills should be improved because lack of education and skills contribute to the 
lower levels of unemployment in the area. Skills development programmes should be 
offered to informal sector participants in order to build their capacity to run small 
businesses. BCMM should organise training programmes either in partnership with 
Government departments such as Economic Affairs or SEDA to help improve the 
informal sector business. Training in business skills, finance management as well 
health and safety are recommended for the informal sector participants. 
- secondly, development of tourism and agricultural sectors will help create a 
sustainable economic base. More income in the tourism and agricultural sector will 
help more jobs for the unemployed or benefit the informal sector businesses. There 
should be training interventions on potential tourism opportunities. 
- thirdly, informal sector can be seen as a stepping stone for future formal sector 
entrepreneurship, therefore it need to be supported and developed in order to improve 
the LED of BCMM. This can be done by offering financial assistance to the informal 
traders in order to improve their businesses. Access to finance, shelter and ablution 
facilities can help in supporting and development of the informal sector. 
With respect to the informal sector and particularly the street traders, the BCMM can play an 
important role to improve the areas where the traders operate. This could include the 
provision of shelters, storage, water points and sanitation. As the informal sector is so poorly 
organised, which will in case make it difficult to identify those that may be assisted financially, 
these are municipal services that are not too costly, but which nevertheless will be of some 
benefit to the street traders.  
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Lastly, the partnership between local, provincial and national spheres of government could 
improve the local economic conditions of the area. The local municipality could use the EPWP 
programmes to create employment opportunities for informal traders. This can help traders 
can have income to supplement and build their businesses. 
The informal sector plays an important role in its ability to generate employment and income 
for the urban labour force, therefore the local government and municipalities should ensure 
that it is supported and promoted through training interventions and financial aid.     
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ANNEXURE A: THE MAP OF MDANTSANE TOWNSHIP EASTERN CAPE 
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ANNEXURE B: QUESTIONNAIRE FOR INFORMAL SECTOR RESPONDENTS 
QUESTIONNAIRE: Informal Economic Sector Participants 
Buffalo City Metropolitan Municipality: Mdantsane 
SECTION A: Biographical Information 
Please complete the following questionnaire by placing a tick X in the appropriate 
box 
  1. Gender 
A. Male  
B. Female  
 
2.  Age 
A. 18-24 years   
B. 25-29 years  
C. 30-34 years  
D. 35-39 years  
E. 40-44 years  
F. 45-49 years  
G. 50 years or older  
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3. Marital Status 
Married  
Unmarried  
Divorced  
Other (specify)  
 
4. Race 
Black  
White  
Indian  
Coloured  
 
5    Highest Qualification 
Highest School Standard 
Passed 
 
Matric certificate  
Diploma  
Degree  
Other (specify)  
 
Section B: Informal Economic Sector Involvement 
1. What kind of Informal Economic Sector activity are you involved in? 
Street Vendor  
Dress maker  
Shoe maker  
Car Wash  
Other (specify)  
 
57 
 
2. What is the main reason for the involvement in the Informal economic sector? 
Generate income  
Business development  
Supplement income  
Fundraising for charity  
Other (specify)  
 
3.  What types of products are you selling? 
Fruit and vegetables  
Fast foods  
Clothing  
Cosmetics  
Medicines  
Other (specify)  
 
4. Is your business registered? If ‘Yes’, who assisted you to register? 
Yes Assisted by 
No  
 
If ‘No’, do you want to be registered? 
Yes  
No  
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5. Nature of Registration: 
Company (PTY) Ltd  
Close corporation (Only if registered 
before 2008) 
 
Partnership  
Sole proprietor  
Business Trust  
Co-operative  
Not-for-profit organisation  
Other (specify)  
 
6. For how long (specify months or years) have you been operating from your current 
premise? 
Months  
Years  
 
7. Have you ever experienced problems while operating your business in BCMM, e.g 
from the Municipality or the police or from other traders? If ‘yes’, explain the nature 
of the problems:  
Problems experienced Never Yes Nature of problems experienced 
Municipality    
Police    
Other traders    
Crime    
Other (specify)    
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8. Where did you get capital to start the business? 
Bank loan  
Savings  
Borrowed from family  
Borrowed from other sources (specify, 
friends, informal money lenders 
 
LED support (specify) Municipality or 
other business support 
 
Grant funding (specify source)  
Other (specify)  
 
9. On average how much do you earn from this activity per day? 
R0-R199  
 R200-R499  
R 500-R999  
R1000-R1999  
R2000-R4999  
R5000 and over  
 
10. How many days a week do you operate your business? 
1 day  
2 days  
3 days  
4 days  
5 days  
6 days  
7 days  
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Section C: LED support from BCMM 
1. Is there any support you receive from BCMM? 
Yes  
No  
 
2. If   ‘yes’, what kind of Support do you receive from BCMM? 
Financial  
Material/Technical  
Mentorship  
Premises  
Facilities such as electricity, 
water, sanitation, refuse 
removal 
 
Other (specify)  
 
3. If ,’ Not’ what kind of support do you believe that the Municipality should 
provide to the informal business sector? 
Financial  
Material/Equipment  
Technical  
Mentorship  
Premises  
Facilities such as electricity, water, 
sanitation, refuse removal 
 
Other (specify)  
 
 
 
61 
 
4. Where else do you get support? If any, specify the nature of the support you 
receive 
ECDC  
SALGA  
SEDA  
Other (specify)  
 
5. Are you prepared to pay for such facilities and how much are you prepared to 
pay every month: 
TYPE OF 
SUPPORT 
NO YES RANDS PER 
MONTH 
Technical    
Material/Equipment    
Premises    
Facilities such as 
electricity, water, 
sanitation, refuse 
removal (specify) 
   
Other (specify)    
 
6. Specify the kind of support that you most urgently require to sustain the 
business (motivate/explain the reason for your answer): 
Financial  
Mentorship  
Material  
Technical  
Other (specify)  
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Comments 
 
Thank you for your participation 
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ANNEXURE C: QUESTIONNAIRE FOR BUFFALO CITY METROPOLITAN MUNICIPALITY 
LED OFFICIALS 
Please complete the following questionnaire by placing a tick in the appropriate box 
1. What kind of informal sector business do you have in BCMM? 
Street Traders  
Shoe Makers/Repairs  
Car Wash  
Dress Makers  
Herbalists  
Other (specify)  
 
2 Do they operate as registered businesses? If ‘Yes’ registered, what is the nature of 
registration 
Company (PTY) Ltd  
Close corporation  
Partnerships  
Sole proprietor  
Business Trust  
Co-operative  
Other (specify)  
 
3 Do you give them any support?  If ‘Yes’, what kind of support? 
Financial  
Material/Technical  
Mentorship  
Premises  
Facilities such as electricity, water, 
sanitation, refuse removal 
 
Other (specify)  
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4. Do you want to formalize the Informal sector business? If Yes Why 
Tax purposes  
Financial assistance  
Register   
Mentorship  
Other (specify)  
5. How do the informal businesses contribute to the LED of BCMM? 
Create jobs  
Economic growth  
Business development  
Other (specify)  
  
Thank you for participation 
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ANNEXURE D:  LANGUAGE QUALITY ASSURANCE 
  
Language Quality Assurance Practitioners  
Mrs KA Goldstone  
Dr PJS Goldstone  
14 Erasmus Drive   
Summerstrand  
Port Elizabeth   
6001  
South Africa  
  
Tel/ Fax: +27 41 583 2882  
Cell: +27 73 006 6559  
Email: kate@pemail.co.za 
pat@pemail.co.za  
  
24 February 2016  
  
TO WHOM IT MAY CONCERN  
 We hereby certify that we have language-edited the Master’s dissertation of Ms  
Lungiswa P. Nomoyi entitled: THE ROLE OF LOCAL ECONOMIC DEVELOPMENT 
STRATEGIES IN THE INFORMAL SECTOR OF THE BCMM.   
 We are satisfied that, provided the changes we have made are effected to the text, the 
language is of an acceptable standard, and is fit for publication.  
          
Kate Goldstone          Dr Patrick Goldstone  
BA (Rhodes)                                  BSc (Stell.)  
SATI No: 1000168          DEd (UPE)  
UPE Language Practitioner (1975-2004)  
NMMU Language Practitioner (2005)  
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